MINISTRY OF INTERNATIONAL TRADE AND
MINISTER RESPONSIBLE FOR
ASIA PACIFIC STRATEGY AND MULTICULTURALISM

INFORMATION NOTE
Cliff #: 14128

Date: February 16, 2015

PREPARED FOR: Honourable Teresa Wat, Minister of International Trade and
Responsible for Asia Pacific Strategy and Multiculturalism

ISSUE: Selling BC wine in grocery stores

BACKGROUND: In December 2014, the BC government announced BC wine would
be able to be sold directly on grocery store shelves as of April 1, 2015. This was one in
a number of announcements of recommended liquor policy reforms arising from the
2013 BC Liquory Policy Review Final Report.

Certain stakeholders, such as the California Wine Institute (CWI), have expressed
concern that this (and other practices in BC that support the domestic wine sector) is
non-compliant with international trade obligations.

DISCUSSION:

The distribution and pricing of alcoholic beverages are covered under a number of
domestic and international agreements'. These agreements commit Canadian
provinces and territories to treat imported alcoholic beverages as favourably as
products from Canada. This means that the Province must: (1) treat the transportation
and distribution of products from other jurisdictions at least as favourably as domestic
products; and (2) not apply internal taxes or “other charges” on imported products that
are in excess of those being applied on domestic products.

Two successful trade actions against Canada’s liquor boards have resulted in the
provinces being required to make changes to their pricing and distribution practices:

e A 1984 World Trade Organization General Agreement on Tariffs and Trade (GATT)
challenge launched by the European Commission against Canadian provinces’
differential listing practices and mark-ups applicable to domestic and imported
alcoholic beverages resulted in the EU securing certain obligations in a bilateral
agreement, the Canada-EU Wines and Spirit Agreement (CEWSA), such as
protection for geographical indicators and a commitment to provide audits to justify
differential pricing for handling imported product versus domestic product.

! These include the World Trade Organization's General Agreement on Tariffs and Trade (GATT), as well as the North America
Free Trade Agreement, the Agreement on Internal Trade and the New West Partnership Trade Agreement (NWPTA). In addition,
provinces are bound by the 1989 Agreement between the Economic Community and Canada Concerning Trade and Commerce in
Alcoholic Beverages and the 2004 Agreement Between Canada and the European Community on Trade in Wines and Spirit Drinks
(Canada-Europe Agreement), which amended and further supplemented the 1989 Agreement.

Page 1 of 7 MIT-2015-50902



Page 2

e A 1993 GATT challenge by the US that targeted provincial requirements that limited
self-distribution rights to their own province’s breweries resulted in British Columbia
and other provinces being forced to allow direct delivery of imported beer to bars
and restaurants.

5.13,5.16,5.17

In the North American Free Trade Agreement (NAFTA), Canada negotiated for BC to be
able to maintain measures which allowed private wine outlets to sell only BC wine.
These private wine outlets are also protected in the CEWSA and the Canada-EU
Comprehensive Economic and Trade Agreement (CETA). The difference between the
NAFTA, the CEWSA and the CETA is that only the CETA has included a figure of 60
stores (the NAFTA and the CEWSA were silent on the number of stores and referenced
“those private wine outlets in existence as of the date of the Canada-US Free Trade
Agreement”, which was October 4, 1987).s.13,5.17

In a letter to the Premier, the CWI raised the BC wine on grocery store shelves and
other practices as non-compliant with trade agreements (see Appendix Il: CWI letter).

CONCLUSION: s.13,5.16,5.17

ATTACHMENTS: Appendix I:s.13,5.17
Appendix |l: California Wine Institute Letter

Prepared by: Monica Gervais, A/Director, International Strategy and Competitiveness
Telephone: (office) 250-952-0702 (Cell) s.17

Reviewed by

Dir: ED: ADM: DM: MIN:
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Appendix |l: California Wine Institute Letter

January 21, 2015

The Honourable Christy Clark, Premier
Government of British Columbia

P.0. Box 9041 Stn. Prov. Govt.
Victoria, BC VBW 9E1

Subject: Grocery sales of British Columbia VOA wines
Dear Premier Clark:

Wine Institute submits the following comments on behalf of the California wine industry. We appreciate

Wine Institute is the public policy advocacy association of 1,000 California wineries and businesses
supporting legislative and regulatory advocacy, international market development, media relations and
education programs that benefit the California and United States (U.S.) wine industry. California
represents more than 90 percent of U.S. wine production and 95 percent of U.5. wine exports. More than
one hundred U 5. wineres, most of which are small and medium sized enterprises, export their products
into the global marketplace, including British Columbia (B.C.) and other Canadian Provinces. U.S. wine is
the largest import category in the B.C. market.

On December 19, 2014, your government announced a number of initiatives designed to create new
opportunities for B.C. wineries, support B.C.'s local economy and address calls for added convenience for
consumers:

1. Grocery stores will be able to sell 100% B.C. wine on designated shelves on April 1, 2015;

2. The second phase of the liquor-in-grocery model will allow existing VQA stores and independent
wine stores to relocate or transfer their license to an eligible grocery store — as long as the license is
only used to sell 100% B.C. wine. (These licenses are not subject to the one-kilometer restrictions,
previously announced); and

3. Alimited number of new licenses will be made available specifically for the 100% B.C. wine-on-
shelves model.

We believe that the proposal allowing only B.C. Vintners Quality Alliance (VQA) wines to be sold at B.C.
grocery stores should be withdrawn or modified to allow for the sale of imported wines. Since these new
opportunities are not extended to imported wines, they violate Canada's international trade obligations
including NAFTA, GATT and the EU-Canada Agreement on wine sales.

601 13th St., NW, Suite 330 South, Washington, D.C. 20005 * (202) 408-0870
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The Homowraols Chnsty Clark
Janumry 21, 2005
Pags Zof 3

Ewisting goverrenent rerulations siresdy dramatically fewor B2, winaries, For sxsmgls:
= B.C. wire that is "direct delivensd” does not o through the BCLDE systemn and no LDE fees or
miarioups ans applied;

= B.C. wireries are permitted to "direct deliver” wins to customers (e.g., individusls, private stores,
restaurants, etc.| straight from the winsry;
“Cellared in Canada™ wines: which are imported wines bottled in Canada) can b= delivered using the
E.C. wire distribution sgst=m =wen though they actually =re not B.C. wines; and
= WA Suppart Program or QEP [Tty Enhancement Frogren | prowides rebates for B.C. wines that

are sald through Eovemment B.C Liguor Stores.

Im =ddition, B. C. winer=s, unlike thase from outside B.C, can:
= Frovide terms to restaurants and retailers [all other wine comes through the B.C. Liquor Distribution
Eranch [BOLDE | and must b= paid for wafronk]:
= Frovide discounts and guantity discounts [this is nat allowed throwgh the BCLDE system);
= Frovide mext day delivery vis their own trucks {a "soec” item: could take 10 days to be delivered]; and
» Dediver less than a case (8l other wines nesd to be purchased in full cases).

The proposed initistive would even further disadvantages non-ocally produced and imported wines, and in
8 partioularty discriminatory manner.

By law, onby a Emited number of privately owned speciafy wine stores may sell wine in B.C. The Province
sllows B.C. wineries to maintain & fixed mumiber of off-site meteil loostions under & Clwuse that was
"gramdfathered™ into kegisition when the Canads-U.5 Free Trade Agreement (FTA] came into effect in
1559, The Canade-U.E. FTA provides that: *... Ontaric and Eftish Columbia are not prevented from
allowing privabe wine outlets axisting on Qctobar 4, 1387 to favor their own wine.” [Emphasis added]

Since ondy @ limitzd numaer of privately owned specalty stores sold VOA wines in 1987, any new
retail outlets for the sxclusiee bensfit of B.C. vimtners will b= & clear violation of Canadian
interrational coligations.

The proposed system would hawe B.C. VOA wines availakbde in grocery stores on the reggular store shehves.
Imperted wines would only be availaole in o 'store within @ store” model; essentially 2 lquer store withim
the groceny store. Clearly, this scheme impases an additional burden o our consumers and, as & resulk,
does not provide the same bype of revenue ooportunity for import products that VO wines would enjoy.
Especially concerning is the fact that the liguor store within grocery store mosdel is being promoted a5 a
way to controd abuse and under- age purchase. If thisis the case, is there not the same concem with YOA
winesan r|:5u||'.|r store 5|1E|'¢|H'.'|

S04 13th 5T, WW, Suite 330 Sowth, Washington, D.C 20009 = 202 208-0870
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Thie Homourmble Christy Clark
Jminuary 24, 3013
Page3aof3

Carmda is o vitally important trading partmer with the U S, partiosiardy in the wine ssctor, and we value
this refationship. Our governments snd wine industries work closely together in & variety of fomums — the
Warld Wine Trade Sroup, the Asin-Pacific Economic Cooperation Wine Regulatory Fonsm and the US. Tax
#nd Trade Buresu/Wine Inshiute Intemationsl Technical Fonem — all with the poels of removing
dizcriminetory barriers and fecliteting international trede. Proposals thet raios new bamiers to trede,

suchi as B.C."s initiotive, run counter to these imiportant international coo peration efforts and must not be

For these reasons, Wine Instibute requests that the initirtve be withdmwn or modified to slios Tor eq e

srocess of sl wines 5t B.C. Erocery stores. We appreciate the opportunity to prowides comments on this
propossl. Thark you wery musch for your consderetion.

Respectfully Submitted,
#1 1 Ll

Toem LaFaile
Wice President and bvbe rnational Trade Counsed

oo Hom. Suzanme Astton BILA, Miniter of Justios
Homn. Rich Coleman MILA, Depuby Premier and Minister of Enengy
John Yep BLA, Parlismeniary Secrefany to the Blinister of Jusfice
Hom. Ed Fast, Binister of Internationad Trede, Gowernment of Canads

S0 13t 5E., M, Suite 330 Sputh, Wsshingbon, DT 20003 = [202) 408-DE70
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